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N A T O  S E C R E T  

a Note bv the W u t y  SecretarY General 
- 

This report deals w i t h  recent and l ike ly  future 
ahort-term trend8 in the convertible currency balance of 
payments of the USSR and Eastern m p e .  It was prepared 
by the Economic Committee primarily i n  the l i g h t  of the 
findings of a meeting with Experts from capi ta ls  held on 
21st, 22nd and 23rd May 1979. 

2. The Council is  invited t o  take note of this 
document. 

(Singed) Rinaldo PETRICNANI 

NATO, 
1110 B N I I ~ . ~ ~ .  

This docaent  conaimts of: 26 p.g.8 
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N A T O  S E C R E T  

TH3 COhiR?IBLE CURRFNC'I BALANCE C? PAYMENTS OF T Z  
USSR ANL ZASTERN EUROPE AND THE TREND I N  

EAST-\EST ECONOEIC RELATIONS 

Item - 
Summary 

CONTEI~S 

Subject P a r a ~ E i ~ h  NOS. 

( i )  - (ix) 
Int roduct ion 

I. Soviet  b loc  conver t ib le  currency payments 
on current  account i n  1977 and 1978 

A. Trade balance 

(i) USSR 

( i i )  Eastern  Europe 

B. Gold s a l e s  

C .  Arms s a l e s  

I!. I n v i s i b l e  t r -asac t ions  

( i )  USSX 

( i i )  Eastern  Europe 

E. Balvlce of payments on current  account 

11. Scvie t  b loc  c a p i t a l  novements and 
conver t ib le  currency deb t ,  1977 and 1978 

( i )  USSR 

( i i )  Eastern Europe 

111. Likely fu tu re  t rends  

(i! VSSX 

- 
( i i )  Ses te rn  Europe 75 - 56 

( i i i )  East-West i n d u s t r i a l  co-operation 
and t r i p a r t i t e  Zaet-West-South 
co-operation 

i .  - Coments on Soviet East-Yest t rade  
s t r a t e w  and motives 
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Table II (page 121: 

rn l a o l e  - I11 (page 14): 

Table I7 (page 13): 

Table V (page 20) 

Table '11 (page 3 

Sas t e rn  Exr3?e: recent  t rends  in t r a d e  
v i t h  t he  Vestern i n d u s t r i a l i z e d  count r ies  
ma-r'os). 

Recent t rends  i n  Po l i sh  conver t ib le  
currency t r ade  . 
Soviet  iinion: summary of conver t ib le  
currency payments on current  account in 
recent  years. 

USSR: summary of conve-rt i b l e  currency 
c a p i t a l  movements. 

=as te rn  Europe: n e t  conver t ib le  currency 
debt vis-i-vis the  West. 

Publ ic ised syndicated aedium-term' 
Euro-credits extended t o  t h s  Soviet  bloc,  
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B A T 0  S E C R E T  

THE CONVE2TIBlZ CUiiftE;NCY BfLANCE OF PhhYME3TS Or' THE 
USSR AND EASTEIlii EUROPE AW TEITlXi LN 

EAST-WEST ZCONOFIIC FELA!CIOI?S 

f iraft  renor t  by the  Economic Committee 

( i )  In 1978, t h e  Soviet  conver t ib le  currency t r ade  
balance rose  t o  $3.8 n i l l i a r d  from t h e  1977 f igu re  of $5.3 
mi l l l a rd (1 ) .  There was a sharp upswmg i n  imports 
( E l 7 . O  m l l l i s r d ) ,  which rose by 16% a s  a ~ a i n s t  a drop of 4% 
l n  1977, mainly because of rhe b i g  increase  in gra in  mrchases .  
The r a t e  of crowth of t he  Sovlet  Union's exports  (16% as aga ins t  
1'7% i n  1977), which anounted t o  $13.2 mi l l i a rd ,  was reduced 
slightly because of t he  s tagnat ion i n  the  value of o i l  sa les :  
rhese account f o r  almost ha l f  of t he  c o u n t q ' s  export earnings 
from commodity sa les .  Ih a l l  l i ke l ihood ,  t h e  USSX's t enns  of 
t rade  with t h e  Western i n d u s t r i a l i z e d  count r ies  worsened l a s t  
gea r  a s  a r e s u l t  of t h e  continued rise in the  unit value of 
equipnent imported from the  West and the  s t a n d s t i l l  in world 
o i l  p r i c e s  (paragraphs 3 t o  6). 

( i i )  The t rade  balance of t h e  East  Suropean countr ies ,  
saken g loba l ly ,  vis-A-vis t h e  i ndus t r i a l i zed  non-Communist 
world de t e r io ra t ed  notably in 1978, with t he  d e f i c i t  goins  
from the  1977 f i g u r e  of $5.9 m i l l i a r d  t o  some c6.7 mi l l i a rd .  
A 1 1  East  European count r ies  showed a t r end  towards la rge  t r ade  
c i e f ~ c i t s  except Poland, which, by ca re fu l ly  s e l ec t ing  &ports  
succeeded i n  reducing i t s  d e f i c i t  :or t he  second year  nmnmg. 
In  absolute  terms,  however, Poland 's  imbalance remains the  n o s t  
pronounced of a l l  these  count r ies  (paragraphs 7 t o  9). 

( i i i )  The value of Soviet  s a l e s  ($2.5 mi l l i a rd )  rose  
sna-ly l a s t  yea r  a s  t h e  conbined r e s u l t  of increases  i n  t he  
p r l ce  of gold and an appreciable  augnentation i n  the  volume of 
sa les .  s a l e s  t o  the  developing count r ies  were again an 
important and growins source of hard currency f o r  Pioscow, 
whlch earned. $1.7 m i l l i a r d  as aga ins t  $1.5 m i l l i a r d  in 1977. 
A t  t he  same t i n e ,  t h e  Soviet  Union's t r a d i t i o n a l  surplus  in 
ce: i n ~ 5 s i b l e  t r ansac t ions  gave way in 1978 t o  a mall d e f i c i t  
of  E59 n r l l i o n ,  due mamly t o  increased i n t e r e s t  payments on 
i t s  debt. A l l  i n  a l l ,  d u r m ~  t h e  l a s t  two years ,  t he  USSR has 
inpress lve ly  red?-essed lts balance of payments on current  account: 
a i t e r  d e f i c i t s  of $2.7 m i l l i a r d  xi 1976 and $0.2 mi i l i a rd  in 1977 

(1) Lacs provided by the  US elrporzs from the  o f f i c i a l  Soviet  
7 o r e i p l  Trade S t a t i s t i c s ,  convertea i n t o  US E on the  b a s i s ,  
f o r  each yea-., of t he  average monthly o f f i c i a l  rouble: 
'u'S C exchange r a t e  
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N A T  0 S E C R E T  

there  was a ~ ~ 1 ~ s  of SC.3 m i l l i a r d  in 1978. Host of t h e  
East  Eurone3n count r ies  probably recorded d e f i c i t s  i n  t h e i r  
i n v i s i b l e  t r a n s a c t i m s  because of t h e  increased cos t  of i n t e r e s t s  - - 
on the  debt  (paragraphs 10-I&).  

( i v )  The decrease i n  the Soviet  Union's c r e d i t  requirements 
vent hand i n  hand with a slackeninn of the  r i s e  ir, n e t  
conver t ib le  currency indebtedness i n  1977. And es t imates  
i nd i ca t e  t h a t  t he  debt  remained unchanged at  $11.2 b i l l i o n  i n  
1078. A s  t h ings  s tand,  t h i s  debt burden i s  wel l  u i t h i n  t he  
scope of t he  Soviet  economy, which has a debt  s e r v i c i n d  
conver t ib le  currency aoods and se rv i ces  exports  earninqs r a t i o  
of only 17%. with a s izeab le  p a r t  of t he  debt  being made up of 
s e l f - l i qu ida t ing  c r e d i t s  (paragraphs 15-27). 

( v )  Eas te rn  E U ~ O D ~ ' S  ne t  conver t ib le  currency debt  rose  
by E7 m i l l i a r d  in 1578 t o  an end of year  t o t a l  of 1138.8 m i l l i a r d ,  
of which 815.0 m i l l i a r d  were owed by Poland and 67.3 m i l l i a r d  
by Eas t  Germany. A t  present ,  Czechoslovakia, Hunpry, Romania 
and t h e  GDR have no d i f f i c u l t y  in meeting t h e  repayments on the  
debts  and a l l  f o u r  have apparently acceptable debt s e rv i c inp  
r a t i o s .  On the  o the r  hand, Bulil;arials debt s e rv i c ing  r a t i o  is 
much more onerous althouph i t  continues t o  be ab l e  t o  ob ta in  
c r e d i t s  on comparably favourable terms and Poland, while 
remaininq general ly  so lven t ,  i s  i n  t h e  t i g h t e s t  f i n a n c i a l  
pos i t ion  of a l l ;  b i g  repayments a r e  f a l l i n g  due and t h e  
seroicinrr burden w i l l  be such a s  t o  make it v i r t u a l l y  c e r t a i n  
t h a t  Poland w i l l  have t o  refinance a p a r t  of i ts  debt. But i n  
a l l  p robab i l i t y  Western banks w i l l  extend new c r e d i t  f a c i l i t i e s  
t o  Warsaw t o  make t h i s  ref inancing possible  and so  avoid a 
f i n a n c i a l  c r i s i s  which would only increase  i ts  d i f f i c u l t i e s  u i t h  
debt repayments (paragraphs 22-23). 

( v i )  The Sovie t  Union w i l l  l i k e l y  s u f f e r  a s u b s t a n t i a l  
increase  i n  i t s  hard currency t r a d e  d e f i c i t  i n  1979. perhaps 
t o  65 b i l l i o n  o r  more. The an t i c ipa t ed  poor harvest  t h i s  year  
w i l l  increase  out lays  f o r   rain imports while problems i n  metals 
production w i l l  boost imports of s t e e l  products. The cutback i n  
Soviet orders f o r  Western c a p i t a l  equipment i n  1977-78 should 
e n t a i l  a f a l l - o f f  in imports of these  goods i n  1979, a l t h o u ~ h  
crel iminary Western t rade  da ta  i nd i ca t e  t h a t  t he  drop may not  
be subs t an t i a l .  Cn the  export  s i d e ,  t h e r e  w i l l  be probably an 
i3c:ease i n  e a r n i n ~ s  from o i l  s a l e s ,  even i f  t he re  i s  a drop i n  
%e volune of 6eliq:eries because the  l a t t e r  ~ 3 ~ 1 6  be o f f s e t  57 
- r i c e  increases .  The Soviet Unlon w l l l  probably r e q i s t e r  s zew 
advance in s a l e s  of na tu ra l  gas and c e r t a i n  semi-manufactured =oods. 
Eoscow can probably cover nost  of i t s  1979 t r a d e  d e f i c i t  from 
a r m  shipments, p l d  s a l e s ,  and inv i s ib l e s .  i-leetinp the  balance 
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N A T O  S E C R E T  

of fundin& requirements w i l l  e n t a i l  some increase  i n  net  hard 
currency debt a s  the  Soviets  draw down t h e i r  hard currency 
a s s e t s  and/or borrow from Western commercial banks 
( parapraphs 29-34). 

( v i i )  The 1979 conver t ib le  currency t r ade  d e f i c i t  of t he  
~ z s t  ~u&mean count r ies  i s  l i k e l y  t o  remain h i ~ h  and give r i s e  
t o  l a r c e  c r e d i t  requirements and extensive recourse t o  Western 
c a p i t a l .  These count r ies  w i l l  probably obta in  s u f f i c i e n t  new 
c r e d i t s  which w i l l ,  of cou-se, increase  an a l ready heavy debt 
burden ( p a r a ~ r a p h s  35 and 36) .  

( v i i l )  I n d u s t r i a l  co-operation is  of only marqinal importance 
i n  East-West econonic deal ings  and is l i k e l y  t o  remain so  f o r  
t he  foreseeable  fu ture .  The most promisin6 prospects i n  t h i s  
f i e l d  would seem T O  be f o r  t r i p a r t i t e  co-operative ventures 
with Western, Eastern  and Third World pi?iVtnerS (paragraphs 37 
and 38). 

t i x )  Within the cons t r a in t s  of t he  primacy of p o l i t i c a l  aims 
t h c  Soviet  Union's motives f o r  t rade  w i t h  t he  i ndus t r i a l i zed  
West a r e  e s s e n t i a l l y  econonic. imports a r e  intended t o  promote 
the modernization of t he  economy and o f f se t  the  shortcomines of 
domestic ~ r o d u c t i o n  while exports  a r e  supposed t o  fund these  
imports . After  having seemingly overestimated the advantages 
which c a p i t a l  eauipment procurement in t h e  West would br inp,  
and bear in& i n  mind the  d i f f i c u l t i e s  they encountered in earning 
conver t ib le  cnrrency with e x p o x s .  e ~ e c i a l l y  manufactured ~ o o d s ,  
:he Scvie t s  have come t o  a b e t t e r  underSanaing of what t r ade  
v i t h  t h e  West can do f o r  t h e i r  economy withcut however a u e s t i o n i n ~  
the  -ale cf t h i s  t rade.   on^ a t h e r  t h incs ,  they probablr over- 
estimated t h e  advantages stemminr; from t r a n s f e r s  of t echno lo~y .  
L l o n ~ s i d e  t h i s  approach. born of a more r e a l i s t i c  apprecia t ion 
3: t h e  s i t u a t i o n ,  t h e  Soviet  Union has puzsued a more consis tent  
and t i ~ h ~ e :  f i n a n c i a i  pol icy a b e d  t o  a l a rge  extent  a t  severely  
curbinc; the  erowth 3f t h e  n e t  conver t ib le  currency debt. It i s  
r c  be  e q e c t e d  t h a t  t he  saine s t r a t e m  w i l l  be applied f o r  t h e  
foreseeable  fu tu re  (paragraphs 59-43). 
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S A T 0  S E C R E T  

THZ COIi'iiEHTI3I.E CCIJZXENCY 3AL22iCX OP PA'fiTZITS OF TIFE 
3SSR ANE EASTEXIT EUROPE )AT TFLENCS W 

EAST-UEST ECONOMIC IUATIONG 

Note by t h e  Econonic Di rec tora te  

1. This  repor t  d e a l s  in t u r n  with t h e  conver t ib le  
currency payments on cur ren t  account and c a p i t a l  movenents of 
t h e  Sovie t  Bloc coun t r i e s  and with t h e  l i k e l y  t rends  in the  
main chapters  of t h e i r  conver t ib le  currency balance of 
caynents.  It ends with a few comments on the  s t r a t e m  and 
motives behind Soviet  t r a d e  with t h e  West. 

2. It is based ch i e f ly  on t h e  c o m e n t s  and conclusions 
of t h e  Economic Committee's re in forced  meet in^ on 21s t ,  22nd 

@ and 2 j r d  May 1979 and on the  information contained i n  t h e  
documents provided by cel-tain de lega t ions  f o r  t h e  rneeting(2)(3). 

I. SOVIET 3MC COlWERTIBLE CURKENCY P A m S  ON CURRENT 
ACCOUNT IA 1977 AND 1978 

A. Trade balance 

j. In 1978, t h e  Sovie t  Union's  hs rd  currency t r a d e  d e f i c i t  
increased from the  1977 f i g u r e  of $5.3 n i l l i a r d  t o  S3.8(4). This  
i s  a cont ra ry  t r e n a  t o  t h a t  r e p i s t e r e d  in 1977 when t h e  t r a d e  
d e f i c i t  was reduce& s i p i f l c v l t l y  ( s ee  Table 111, page 14) .  

4. Af t e r  f a l l i n g  of f  by 4% i n  1977, Sovie t  conver t ib le  
currency imports rose  s i g n i f  i c a n t l y  by 16% in 1978 t o  a t o t a l  
value of 517.0 mi l l i a rd (1 ) .  These conflicting t rends  from one 
y e a r  t o  another  a r e  a t t r i b u t a b l e  ch i e f ly  t o  b i g  f l u c t u a t i o n s  in 
t h e  value of Sovie t  g r a i n  procurements which went from Z2.6 nilliard 

(1) These percentage c h a n p s  include t h e  e f f e c t  of t he  
apprec ia t ion  of t h e  rouble vis-&vis t h e  US 5 (2.4% i n  1977 
and 8.2% i n  1978) 

( 2 )  AC/127-D/588 ; AC/l27-D/589 (MATO SECETT) : AC/ l  Z-D/59O ; 
AC/127-D/592; X(79)1157 (NATO SECRET) 

(3)  The Economic Comait tee 's  previous repor t  on the  conver t ib le  
currency balance gf payments of t h s  Soviet  Union was i s sued  
on 6 t h  September 1978 as  C-fl(78)52 

( 4 )  The t o t a l s  f o r  Soviet  f o r e i ~  t r ade  include equipment and 
pipe imports f m  t h e  Orenburg p ipe l ine  repor ted i n  foo tno tes  
In Soviet  fo re ign  t r a d e  s t a t i s t i c s .  I n  1977 and 1978 imports 
of t h i s  na tu re  amounted t o  5420 mi l l i on  and $245 mi l l i on  
respec t ive ly  
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N A T O  S E C R S T  

~ - ~ ( 7 9 ) 6 0  -8- 

m 1576 t o  C q . 0  z i l l i a r d  in 1977 and t o  t2.4 m i l l i a - d  in  1978(2). 
Furchases of n a c h m e n  and c a p i t a l  e o u i p e n t ,  which i s  lead ing  
category of i n p o r t s  (accountinq f o r  around l/J of t h e  t o t a l ) ,  
rose  from 65.1 b i l l i o n  in 1977 t o  66.0 in 1978. which means t h a t  
t h e  e f f e c t  on Soviet  lmports of t he  f a l l -o f f  in  orders  observed 
s ince end-1976 was not  f e l t  in 1978. 

5. In 1978 Soviet  conver t ib le  currency expor t s  were worth 
$13.2 m i l l i a r d  and r e ~ i s t e r e d  a s l i & t l y  lower growth tempo 
(+  16%) than  in 1977 ( +  17%) and 1976 (+ 24%) ( I ) .  O i l  r e ta ined  
t h e  l i o n ' s  share of Soviet  conver t ib le  currency expor t s  and 
accounted f o r  45% a s  aga ins t  490 i n  1977 of t h e  ove ra l l  t o t a l .  
Moscow's o i l  earnings rose  only s l i g h t l y  i n  1978 (from US 65.6 
b i l l i o n  in 1977 t o  $5.7 b i l l i o n )  because of a s t a n d s t i l l  in t h e  
volume of s a l e s  (around 1.1 mi l l ion  b a r r e l s  per  day(3))  and 
unchanged world o i l  p r i ce s (&) .  But a t  t he  same time, Soviet  
e - ~ o r t s  of na tu ra l  s a s  rose sharply ,  ( +  75%)amounting t o  
S l  b i l l i o n )  along with those  of s eve ra l  non-energy r a w  ma te r i a l s  
an& semi-manufactures (chemical products pa r t i cu l a r ly ) .  

6. Amonr t h e  various f a c t o r s  which determine t h e  d e v e l o p  
ment o f  the  Soviet t r a d e  balance, t he  r a l e  of p r i c e  movements 
i s  d i f f i c u l t  t o  assess  with any accuracy because t h e  s t a t i s t i c s  
a r e  unre l iab le (5) .  During t h e  period 1972-1976, and except f o r  
1975, it seems, however, t h a t  i n  i ts t r ansac t ions  wi th  t h e  
i ndus t r i a l i zed  Western countr ies  t h e  Soviet  Union enjoyed a 
steady improvement in i ts  terms of t r a d e  expressed in 

(1)  See footnote  ( I ) .  page 7 
( 2 )  In  1978 the  Soviet  Union imported approximately 23 mil l ion  

tons  of g ra in  
( 3 )  Some 55 mi l l ion  t o m e s  
(4) Recent s t a t i s t i c s  published by t h e  In t e rna t iona l  Energy 

Agency (1979/1 quar te r ly  s t a t i s t i c s )  f o r  a l l  t h e  OECD 
countr ies  except Belgium and Turkey, show ~ r o w t h  of 
approxinately 5% in the  volume of Soviat  s a l e s  in 1978 

( 5 )  The s e r i e s  of u n i t  value on which es t imates  of t h e  terms 
^ E - -  t rade  a r e  qeneral ly  Sased make too  l i t t l e  d i s t i n c t i o n  
j r tveen r e a l  p r l ce  movements and the  e f f e c t s  of chanaes 
from one year  t o  another i n  t h e  conaodity pa t t e rn  of 
t rade  
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N A T O  S E C R E T  

United S t a t e s  d o l l a r s ;  t h e  improvement was p a r t i c u l a r l y  marked 
i n  1974 and 1976(1). It is  poss ib le ,  thou@, t h a t  in 1977 t he  
Soviet  Union's t e r n s  of t r ade  in i t s  deal ings  with the indus- 
t r i a l i z e d  West var ied  l i t t l e  because the  r i s e s  in the  u n i t  
values  expressed i n  d o l l a r s  of i ts  exports  and imports were 
roughly t h e  same, Las t ly ,  in 1978, Moscow probably secorded 
a s l i g h t  worsening in its terms of t r ade  with t he  Western 
developed count r ies  expressed in d o l l a r s ( 2 ) .  

(1) The u n i t  value s t a t i s t i c s  i n  US d o l l a r s  es tab l i shed  by " 
UND f o r  t r a d e  between the  USSR and the  Western 
indus t r i a l i zed  count r ies  show the  following t rend 
(annual percentage increase) :  

-mm1977 
Soviet  exports  68 9 1 2  1 2  

Soviet  imports X) 23 -1 5 14 

Source: UNO, advance copy of Economic Bu l l e t i n  f o r  
Europe, number 30, t a b l e  3-1 

The p re l in ina rg  GATT es t imates  i nd i cz t e  t h a t  i n  1978 
t h e  increase  i n  t h e  u n i t  value in d o l l a r s  of t h e  
ove ra l l  export of manufactures from t h e  developed 
market econorg count r ies  was arowid I&%. On the  
o ther  hand, t he  development in t h e  u n i t  value 
expressed i n  d o l l a r s  of Soviet  e q o r t s  was probably 
influenced t o  a pea :  ex ten t  by the  s t a n d s t l l l  in 
o i l  p r i ce s  
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in mil l ions of USB 

Total 
Exports 
Inports  
Ealance 

Bulgaria 
Exports 
Imports 
Balance 

Czechoslovakia 
& p o r t s  
Imports 
Balance 

East Gemany 
Ekports 
Imports 
Balance 

Xmgary 
Exports 
Imports(2) 
Balancg 

Poland 
E;c?orts 
Imports 
3elance 

iiomnia 
E.zports 
I ;qor t s  
Galame 

- 

(1) A l l  t 5 e  OED ccuntr ies  olus I s rae l .  These i i - s res  do not 
provise e cosr,letelg accurate pictux of Eastern Europe hard 
curreixy t raee  since (i) tkey may include dealing? w i x h  the  
'.:estern c~u . l t r i e s  covered by b i l a t e r a l  a g r e e ~ e n t s  a??d ahwe 
a l l  (ii) tkey do not take account of hard c*trregcy 
tramactions between Easrern Exope an6 the Third Ilcrlc?. 

\ - 2 "  
C.L.1. I f  P rovisional estimates 
Source: AC/127-D/580 - 
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( i i )  Eastern  hrroae 

7. The es t imates  of 1978 t r ade  between Eastern  Europe 
and t h e  developed market economy countr ies  a s  a whole show, 
u i t h  t h e  no tab le  e x c e p t i ~  of Poland, an appreciable increase  
in t h e  t r a d e  d e f i c i t  of t h e  East European countr ies  
( see  Table I, page 10). For the whole of t h e  area,  the 
d e f i c i t  f o r  t h i s  t r ade  rose from $5.9 mi l l i a rd  i n  1977 t o  
some $6.7 mi l l i a rd .  

8. Of s ign i f icance  i s  t h e  b i g  increase  in t h e  Hungarian 
t r a d e  gap, which rose from t h e  1977 f igu re  of 80.7 m i l l i a r d  t o  
S1.2 m i l l i a r d  (FOB c.i.f.1 a s  t h e  r e s u l t  of imports (up 31%) 
r i s i n g  twice a s  f a s t  a s  exports  (up 16%); t h i s  r i s e  in purchases 
by Hungary is  l a r g e l y  explained by a surplus  of investments 
and the  bui lding up of s tocks  by na t iona l  en te rpr i ses .  Romania, 
which i n  1976 balanced i t s  t r ade  with t he  Western i n d u s t r i a l i z e d  
count r ies  has  s ince  susta ined a growing disequil ibrium which 
reached $O.L: m i l l i a r d  in 1977 and $0.6 milliard in 1978; the  
widening of Romania's t r ade  pap l a s t  year  was ch ie f ly  due t o  
t h e  poor g r a i n  harvest  and unexpected d i f f i c u l t i e s ( 1 )  in t h e  
o i l  indus t ry  whlch l e d  t o  a drop in the  country 's  s a l e s  of 
re f ined  petroleum products. 

9. On t h e  o the r  hand, Poland l a s t  year  reduced i ts  hard 
currency t r a d e  d e f i c i t  from t h e  1977 f i p r e  of 52.3 m i l l i a r d  
t o  z1.9 m i l l i a r d  (Table 11, page 12). This redress ing of t h e  
Pol ish  t r ade  balance continues a t rend a l ready observed, and 
t o  an even hiEher degree,  in 1?77(2); t h i s  i s  t h e  r e s u l t  of 
o f f l c l a l  e f f o r t s  t o  stem the  de t e r io ra t ion  of t h e  f o r e i w  
payments pos i t i on  by being much more se l ec t ive  over inpor t s  
from t h e  West than was the  case i n  the  past .  Much g rea t e r  
s t r i c t n e s s  has  been shorn i n  grant ing csnver t ib le  currency 
allowances and import l i c ences ,  and i n  some cases c lo se r  
correlation between the  grant ing of import l i c ences  and 
export performance has  been es tabl ished.  In s p i t e  of t he  
p o s i t i v e  t rend  r eg i s t e r ed  over t he  l a s t  2 years ,  Poland's  hard 
currency t r a d e  d e f i c i t  remains very h i @  and obl iges  Warsaw t o  
make extensive use  of Western c a p i t a l .  

( I )  For ins tance ,  an explosion in a r e f i n e q  and the  
i n t e r r u p t i o n  of Iranian o i l  d e l i v e ~ i e s  

(2 )  In 1977, t h e  reduct ion in Poland's  hard currency 
t r ade  d e f i c i t  was $0.9 m i l l i a r d  
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N A T O  S Z C R E T  

Mult i la tera l  t r a d  
with 2estern 
Europe 1 3,047 4,982 

i h l t i l a t e r a l  t r a d  
w i t h  t h e  indust- 
r i a l i z ed  Yestern 1 

I countries a s  a 
vhole 

Total multi- 
l a t e r a l  t r ade  iil 
hard currency 4,042 6,293 

Source: Of f i c i a l  Polish s t a t i s t i c s  provided by the Cmadian - 
Delegation. - . Gold sales 

10. Tie Soviet Union has t r a i i t i o m l l y  used gold s a l e s  t o  
o i f s z t  i ; s  % z d  currency t rade  de f i c i t .  The value of such s a l e s  
A ew l a s t  yzar (from Lla 1977 f i v e  of 3 . 6  milLiard t o  5.5 mill iard)  under the  combined e f f ec t s  of t h e  r i s e  in  the  

price 01 zold and a 21:: incraase in the volume of sa les ,  which 
amo-ted t o  401 tom.  The high l eve l  of Soviet gold e,'n,orts 
In 1978 (13osco?r had not  been so ac t ive  oc the  market s ince  1965) 
r e f l ec t s  a wish t o  curb the  use of !qestern c r ed i t s  and t o  cash 
In  on high world prices. Moreover, in 1978 there  were l a rge r  
r e ~ i r e m e n t s  f o r  l i qu id  asse t s  t o  ~ f m d  grain imports, which 
are paid f o r  in cash o r  through short-term credi ts .  

C. h s  sa les  

11. Exports of arns t o  Third Yorld c o w t r i e s  c o n t i n u ~ d  t o  
be a big source of hard rurrency earnings f o r  t h e  Soviet Union L? 
1978. Availa'Jle e s t i a a t e ~  show t h a t  the  value of such s a l e s  stood 
a t  3 . 7  n i l l i a r d  a s  against  $1.5 mi l l i a rd  l a s t  year(1). Sales of 
1 The t o t a l  .Value (1.2. including t ransact ions  no t  paia f o r  in 

convertible currency) of Soviet sa les  t o  t h e  TNrd Vorld is 
estimated t o  have risen from $3.5 mil l i a rd  in 1977 t o  
53.9 mil l iard  l a s t  year. 
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weapons by E a s t  2u:onezn coun t r i e s  t o  developing countzies  
r o t a l l e d  sone $300 z i i i i o n  in 1972 and cane c h i e f l y  f r o n  
S a s t  Gemany end Czechoslovakia. A s s s i n g  t h a t  t he  ?rooort ion 
of t he  arms pzid  f o r  i3 hard currency i s  t h e  same a s  f o r  Soviet  
s a l e s ,  i.e. about 45%, t h e  t o t a l  value of s a l e s  :corks out a t  
between $150 n i l l i o n  and $I40 n i l l i o n .  

D. I n v i s i b l e  t r a n s a c t i o n s  

USSR ( i )  - 
72. Af te r  having remained s t a b l e  a t  around 1190 z i l l i o n  

f o r  t h e  t h r e e  yea r s  1975, 1976 znd 1977, t h e  Soviet-Union's  
t n d i t i o n a l  surp lus  from i n v i s i b l e  t r v l s a c t i o n s  ( s e rv i ces  
u l u s  t r a n s f e r s )  rave way in 1973 t o  a mall d e f i c i t  of 5 9  - -. * 

k i l l i o n  ( s e e  '?able 111): This  i s  a t t r i b u t a b l e  m a W y  t o  
t h e  increase  in  a a F e n t s  of i n t e r e s t  o r  t he  debt  which, in 
n e t  t e r n s ,  mounted t o  $1.1 mi l l i a rd .  There was a st-ation 
i n  e a r n i n ~ s  f r o n  t r anspor t  o?el-atlons in 1978 ($970 mi l l i on  b 
n e t  t e rms) ;  i n  t h i s  connection,  it i s  worth no t ing  t h e  s c a l e  
of Soviet  crziss t r a d k ~  02era t ions  which brought in $410 mi l l ion .  
Net t o u r i s t  i ndus t ry  earnings  continued t o  r i s e  and stood a t  
5200 n i l l i o n  cem~ared  with El75 mi l l i on  i n  1977. Las t ly ,  f o r  
o f f i c i a l  t r a s f e r s  t h e r e  has a d e f i c i t  of Elk5 n i l l i o n ,  
corresnonding t o  t he  Sovie t  hard currency con t r i3u t i cn  t o  t h e  
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3 A T 0 S E C R E T  

( i i )  Eastern  Zurooe 

Ij. The Economic Ei rec tora te  does not have s u f f i c i e n t l y  
recent  and d e t a i l e d  i n f o w t i o n  on the  hard currency i n v i s i b l e  
tl .ansactions of t he  East  European countr ies  t o  be ab l e  t o  draw 
v a l i d  conclusions. A l l  t h a t  can be s a i d  is t h a t  most of t h e  
count r ies  concerned appear t o  have d e f i c i t s  due e s s e n t i a l l y  
t o  the  increase  in i n t e r e s t  payments on the  debt. 

E. Balance of oagments on current  account 

14. The foreeoing desc r ip t ion  of var ious  chapters  of t h e  
balance of payments shows t h a t  t h e  Soviet  current  payments pos i t ion  
was sharply redressed during t h e  l a s t  two years ;  a f t e r  ha* 
recorded l a r z e  d e f l c i t s  in 1975 and 1976 (85.3 m i l l i a r d  and 

a S 2 . 7  m i l l l a r d  r e spec t ive ly ) ,  t h a t  of 1977 was considerably smal ler  
(EO.2 mi l l i a rd )  and l a s t  yea r  t he re  was a E0.3 mi l l i a rd  surplus. 
I n  t he  case of Eastern  Europe, s t a t i s t i c s  a r e  ava i l ab l e  f m  

@Hun&axy and Romania and show t h a t ,  f o r  both count r ies ,  in 1979 
t h e  hard currency balance of payments on current  account de te r io r -  
a t e d  badly,  with Hungary's d e f i c i t  going from t h e  1977 f i gu re  of 
40.6 m i l l i a r d  t o  $1.6 milliard and Romania's from $0.3 n i l l i a r d  t o  
$0.7 n i l l i a r d .  It i s  poss ib le ,  however, t h a t  Bulgar ia ' s  d e f i c i t  
sunk s l i g h t l y .  

11. SOVIET aLOC CAPIT.4I. PIOIOVEMRiTS XQD COmRTIi31;E CULSENCY CEaT, 
1977 L'iD 1978 

( i )  

15. With t h e  improvement i n  1976 and, above a l l ,  t he  redress ink 
a f t e r  1977 of i t s  cur ren t  payments s i t u a t i o n ,  Eoscow's recourse t o  

Western f i nanc i a l  sources has  pradually declined. The global  value 
of t he  - net i n f l u x  of c a p l t a l  f i r s t  went down sharply  from an a l l -  
time hii;h of 25.8 m i l l i a r d  i n  1975 t o  92.7 n i l l i a r d  i n  1976 anc! 
E 1 . l  m i l l i a r d  i n  1977 t o ,  a c c o r d l n ~  t o  preliminarj' es t imates ,  a 
~ l i - k :  ne t  outflow of $13 mil l ion  in 1978 ( see  Table I V ,  pase 18) 
~ o n s e u u e n t l y ,  t he  ne t  Soviet  hard currency debt which went up 
sharply i n  1975 and 1976, rose  much more slowly in 1977 and was 
apparenrly s l i g h t l y  reauced i n  1978 t o  an end-of-year f i p r e  of 
$11.2 mi l l i a rd (  I) ( 2 ) .  

I Coapared with the  previous est imates shown ir. C-i?(78)52, 
paragrzph 20, t h i s  f i g r e  imul ies  a b ig  downward rev is ion  of 
assessments of ne t  S o r i e t  indebtedness. This revis ion is based 
on a re-estimate of t he  debt  of t he  COI-ECON banks ( t he  f i m r e s  
f o r  tihick a r e  includec in the  B I S  s t a t i s t i c s  under t he  Soviet  
Union) and a l s o  on cev and lower es t imates  of d rawing  ne t  of 
reimbursements of official ly-backed Western c r ed i t s .  On the  
l a s t  po in t ,  t he  r ec i s ion  was mede p a r t l y  ox the  b a s i s  of t he  
export c r e d i t  s t a t i s t i c s  es tab l i shed  by the  Economic Connittee 

2 Estimates of t he  Sovlet  debt i n  1978 t ake  no account of 
advance repayments made by t h e  USSR a t  t he  end of the  year  
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K A T O  S E C R E T  

16. After  havins  been obliaed i n  1975 (because of t he  
s c a l e  of t h e  ex te rna l  payments d e f i c i t )  t o  make wide use of 
tne f i nanc i a l  f a c i l i t i e s  offered by Western banks, t h e  
Sussians i n  1976 and 1977 rever ted t o  a pol icy of making 
s r e a t e r  use of official ly-backed c red i t s .  It i s  notab le  t h a t  
i n  1977 they made no use  of publ ic ised syndicated Eurocredi ts  
and even turned down an o f f e r  of 1500 mi l l i on  a t  a r a t e  of 
one point  over t h e  LISOR. 

17. Thvlks t o  renewed confidence on t h e  p a r t  of Western 
bankers and l i q u i d i t y  in the  market. in Harch 1978 t h e  Sooiet  
Union obtained a loan  of $400 mil l ion  (9109 mi l l i on  more than 
o r i g i n a l l y  planned) on e spec i a l l y  favourable terms (0.75 of a 
point  over t he  LIBOR). But f o r  t h e  r e a r  a s  a whole, t h e  
Soviet  Union's commercial deb t ,  expressed in n e t  terms and 
taking i n t o  account t h e  s u b s t a n t i a l  r i s e  i n  Soviet  holdings 
i n  Western banks, dropped by $1.1 b i l l i o n  Again in 1978. the 
3ussians r e l i e d  l a r g e l y  on o f f i c i a l l y  backed c r e d i t s  f o r  new 
b o r r o x i n ~ s  and accordinp t o  provis ional  es t imates ,  t h e  
corresponding debt rose by 61.0 b i l l i o n .  A s  a r e s u l t ,  t h e  
share of n e t  debt  covered by Western o f f i c i a l  guarantees 
rose  from 5 8  in 1977 t o  62% in 1978. 
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N A T O  S E C R E T  

-17- - 
TABLZ IV_ - USSR: SIMMY OF CONVERTTBLE CURPBICY 

C L ~  

[ i )  Capital  f l o w  

1. Drarrmgs on off  i c i d l q -  
backed Yestern export 
c r ed i t s  fprincipdl  
only) 

2. fiepayment of principal - officially-backed 
i:estern sxport c r ed i t s  

3. Met drawings on 
of f  iciall j-backed 
Xestern e o r t  credits 
( 3 4 - 3  

4. Receipts, net of 
repayme~ts,  of a l l  
c r ed i t s  not becked by 
of f i c a l  Western 
azencies 

5. Fet va r ia t ion  i n  So-riet 
hol6ings ir. .:estern 
bmLs 

5.  TOTAL LET CLPITAL 
RECEIPTS (6  = 3 + 4 
- 5 )  

i i )  Soviet dect ( m d  ci - 
year Dosit ioa- 

1. Commercial debt 

2. Cutetanding debt f o r  
oificially-backed 
Vestern c r ed i t s  

3. SnvieC holdines i n  
'.restei-5 banks 

4. TOTfi \TT SOVIST EE3T -. 
( 4 =  1 + 2 - 5 -  

(1) Prov'.siand. cs t iea t ->s  
Ii A T O S E C R E T  
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18. b o n g  the  co-sponents of the  Soviet  conver t ib le  
currency comer i ca l  debt, it i s  &ifficuit t o  s s t i ~ a t e  %he amou--it 
of suppl ier  c r e d i t s  which a r e  ilot off icial ly-tacked znd not  
included in  the  a s s e t s  of the  banks report ing t o  t h e  BIS. Most 
of the  b i l l s  of exchvlge a r e  probably rediscounted withoct 
recou-rse by the  Vestern exporters  on t h e  ?i f o r f a i t  mzrket; 
the yearly volume of these  t ransact ions  s e e m  t o  have go3e 
down s l i g h t l y  i n  1978 from an average of 5500 mil l ion fron 
1974 -Lo 1977 t o  $400 million. S o - ~ i e t  i n d e b t e d ~ e s s  i n  this 
respect  was estimated t o  be arxmd 51.4 mi l l i z rd  a t  t h e  end 
of l a s t  year. I n  1977 the  R~ssiziis tool: s t q c  t o  l i m i t  t h e  
t r a n s f e r a b i l i t y  of t h e i r  promissory notes (and t h e  adverse 
pub l ic i ty  on t h e i r  d ib t  standing t o  which the widespread 
c i rcu la t ion  o l  these  b i l l s  on sscondnry markets n igh t  have 
given r i s e ) .  Th3 aank of Foreign Trar',e can refuse t o  back a 
b i l l  of exchange i f  the  exporter negot ia tes  ;t on t h e  3 
f o r f a i t  market m d  it a l s c  r e t e i n s  a p r a f e r en t i a l  option i n  
t h e  event of discounting. 

19. A s  matters  stand a t  present ,  the  hard cc-reilcy debt  
burden puts  no s t r a i n  on the  Soviet ecmony. If th" 
commitmer~ts e r i s i ng  from t h i s  debt areconsidered, it is seen 
t h a t  the debt senr ic ing( l ) /hard  currency goods and services  
e q o r t s  a a - z n g  r z t i o  -ires 17% last: ysar.  This was 2 f a i r l y  
modest percentage 2nd means t h a t  the  Soviet Union has no 
probli-ms i n  ~ e e t i n g  i t s  due payments. 

20. ,bi i l l u s t r a t i o n  of the  hezlthy f i n v l c i a l  pos i t ion  of 
the  Soviet h i o n  i s  t h a t  c i x e  Septmber 1978 it has repaid 
i n  advulce a l a rge  r m o r t i o n  ( a t  l e a s t  59%) of the  Euro- 
c r ed i t s  ( ~ i  n i l l i s r d y  bbrroved 13 1975 snc? 1976. So f e r  it 
seems t h z t  the  Flussieils !xve only r e f i rmxed  C250 d l l i o n  
by tiisms of a f resh  loan on Lis  Euro-narket contracted earl'j 
i n  1979 or  especia l ly  lavcu-able conc2itioas (5 years a t  
0.625 of a point  over th* LIBOP.). Morcover, a l e rge  p a r t  of 
the  Soviet dsbt i s  made up of se l f - l iquidat ing credi ts .  

21. The various Soviet banks in the Vest proviLe Fioscow 
with e f f e c t i s s  back-up i d  some of i t s  Zinancial dealings. Thc-y 
provide valuable comerc i a l  information, e f f e c t  t ransact ions  
on b e h d f  ?f the  Soviet Union and even par-ricipate ir. 
syndications. Their e s se t s  include a s i g n i f i c a t  proportion of 
Soviet-bac!red prorrlsscry notes 1:hic'n ti-ey can heip t o  r e 3 t r i c t  
the  circulat ioi l  of. 3ut t h e i r  scope f o r  extending cred2t t o  the 
U5S2 i s  governed 5y nzt ional  l e g i s l e t i o n  where m a x i m  
comi tzen t s  t o  forei-sn borrowers i s  con.ccrned. 

(1) bebt servicing conprisss rq-z-pan-, or': (I) - c h  pr2~ci?C 
and i n t c r e s t  o r  officia1l;r-t,zcl".e:! e.xp0r-t c red i tc ,  
ii) i n t e r e s t  or, the  vhole of the  conmercial 5 ~ 5 . ' ~  and 
i i i )  the  p r inc ipa l  on tne  medim-tern c o m e r c i c l  debt. 
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22. Contran/ t o  what tras tha  case l o r  t h e  Soviet Union, 
t h e  c o r x e ~ t i b l e  curr3ncg dekt of the  Zast E u r o ~ e ~  countri2s 
continued t o  r i s e  a-jprzcizbly l a s t  year t o  reach a t o t a l  of 
S3.3 mi l l i a rd  (see Tabls V). This Teas t h a t  t h e  e f f o r t s  
by these  couqtr ies  t o  re6uce t h e  de f ic i t  of t h e i r  balance of 
paynents cn c,.x-rent eccount have been unsuccessfiil o r  
Lisuff ic ient .  Poland is faced with the  heaviest  debt 
(515.0 mi l l i a rd  et end-1978), followed by the  GDR (L7.3 d l l i a r d )  
and Hungary (;5 .a rni?.liard), with t h e  l a t t e r f  s indebtedness 
r i s h g  Sy a sharp 57:o l a s t  year. 

25. Of f?-? c i i f f e ~ e n t  t m c s  c.f Icnns contrected by *r 
East  h~i-cpeaa c o w t r i e s ,  t::e ~ n f ~ i l a i - ' l e  data on ~ u b l i c i s e d  
mediur-terz s > n l i c ~ r z + =  Zu--c?erLits i . Z - . * € a  a b i z  r i s e  i n  
1978 i n  ~ C Z ? S  of t h i s  5fl~ ( 2 3 ~  71.5 mi l l i a rd  i n  1977 t o  
52.3 n i l l i a r ? ,  E. r i s e  ol" W 5 ) .  The G3R .and Em-gary were the= 
most a c t i v e  korror:srE with t'732 rnill:.on end 5515 mil l ion 
respect ively  (see Tabla YI o n  page ~3). 

TABLE V - ZASTEIW; P . O F Z :  1Z.T CONVZRTI3LE C'JFLEKCY DEBT VIS- 
lI3-i I 1 

( i n  mi l l i a rd  USS, end of year pos i t ion)  

0 

(1) Thsse a re  kmorica? est imates based on a method i!orked out 
sever21 yea-s ago. Eastern Eurcpels iiLdebteckiss is  now 
being recelculatc-d by neans of 2 revised methodolo,ay w2ick 
z;non& other  t h in s s  : - r i l l  seek t o  br~z!!  Ir.o~.m t h e  debts owed 
53, t!le COTECOX bwks t o  ths YJzst (eppr3;:inetely $4.6 ailli zrc  
i p  r.et terms) mong t h s  ti:?l'crent East 3uropearl countr ies .  
Apert frcm the ecq.diiion of tke  b d s  debt, tbere  should be 
no s i p - i i i c m t  changes t o  the  c ~ r r e n t  estimztes of the 
hard currency debt.  
Sourc? : ?X/127-D/ 583 

Y A T Q  S Z C X Z T  
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Total 
3ulp.r-ia 

Czechoslovakia 
East  Germany 

Wngary 
Pola?ld 
Romania 

1975 

19.1 
1.3 
1.5 
3.8 
2.1 

6.9 

3.0 

1976 

25.9 
2.3 
2.1 

5.2 
2.8 

10.2 
3.3 

1977 

31.6 
2.6 
2.7 
6.0 
3.7 

12.8 
3.8 

1973 

38.6 
3.0 
3.2 
7.3 
5.8 

15.0 
4.5 D
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r Country 

USSR 
Foland 
GDR 
Bulgaria 
Czechos1oval:la 
Hungary 
Romnnia 

I Total Eastern Europe 

I Internatlonu1 Investment Bank 

n mill ior 

Jan-June 
197'7 

- 
19.0 

150.0 

20 .o - 
150.0 
125.0 

464.0 

500.0 

TOTAL 
1977 

TOTAL 
1970 

(1) Credit commitments for a period of moro than one year. 
Souv'ce: 1.jorld Bonk, ftBorrcving i n  Intorn3tional Capital I . I ~ r k e t s ~ ~ .  
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X B T O  S E C R E T  

. The s t r a i n  of se rv ic inu  t h e  hard currency debt va r i e s  
f ron  one kdst  European country t o  another. Czechoslovakia 
apparently remains in t h e  stro?lgest f i n a n c i a l  pos i t ion ,  f o r  
i n  absolute  t e r n s  i t s  debt i s  s n a l l  and the  r ac io  of debt 
s e n ~ i c i n ~  t o  export e a r n i n ~ s  in t h e  i n d u s t r i a l  Yest i s  in the  
renion of 3G%, a proport ion which r a i s e s  no problems. Bomania 
would a l s o  seem t o  be f a i r l y  well placed with a r e l a t i v e l y  low 
debt se rv ic ing  r a t i o  of some M46 and f i n a n c i a l  f a c i l i t i e s  
extended by t h e  IMF and t h e  World Bank. Hun.p~y and t h e  GDR 
can s t i l l  e a s i l y  meet t h e i r  repayment schedules which amount t o  
approximately WO of t h e i r  earnings frgm exports  t o  the  
developed market economy countr ies .  The GDR a l s o  has t he  
advantage of extensive i n v i s i b l e  earnings from i ts  deal ings  
with t h e  Federal  Iiepublic of Germany. 

25 .  Although i n  absolute  terms it has  t he  lowest debt i n  
the  a rea ,  Bulgariz has  a very high debt se rv ic ing  r a t i o  (probably 
Setween 50 and 70%) which, i f  it were t o  p e r s i s t ,  s i g h t  e n t a i l  
economic d i f f i c u l t i e s .  Be t h i s  a s  it may, Sofia  does seem t o  
have succeeded l a s t  year  in reducing t h e  d e f i c i t  of i ts conver t i3 le  
currency balance of payments on current  accounc. Moreover, should 
a p r e s s m e  need a r i s e ,  PIoscow might well  grant  3u lgar ia  f i n a n c i a l  
a i d  i n  view of the  c lose  p o l i t i c a l  l i n k s  between t h e  two count r ies  
and the  sna l lness  of t he  Bulgarian debt. In any event,  au lgar ia  
continues t o  enjoy the  confidence of i n t e rna t iona l  banking c i r c l e s  
which i n  1978 granted it c r e d i t s  on conparatively favourable t e rns .  

26. Poland 's  f i n a n c i a l  pos i t ion  i s  t h e  most milnerzble of 
211. h absolute  terms, i t s  debt i s  the  heav ies t  and, what is 
worse, t he  pro2ort ion of current  hard currency earnings a l l oca t ed  
t o  debt se rv ic ing  i s  probably very high (perhaps a s  much a s  70% 
i n  1979). Poland has  c e r t a i n l y  made s i e n i f i c a n t  proqress dur inr  
t h e  l a s t  t w 3  years  towards narrow in^ i ts conver t ib le  currency 
t rade  gap, ziainly by c u t t i n g  back on imports from the  West. But 
i n  view of t he  f a i r l y  c lose  r e l a t i onsh i?  which seems t o  e x i s t  
between c a p i t a l  equipment purchases i n  the  Vest and investnents .  
~f severe r e s t r i c t i o n s  on imports from the  West were kept up f a r  
any len=th of t i n e  there  could be repercussions on the  production of 
cznsumer poods ( 2  p o t e n t i a l  source of public discontent)  and on the  
o u t m t  of exportable goods. 

3. I n  s p i t e  of i t s  heal7 deb t ,  Poland remains f i n a n c l a l l j  
sol-rent; altkou* the b i g  r e p a p e n s s  f a l l i n g  due in 1979 a d  1980 
w l l l  probably make some r e s c h e d u l i n ~  neces saq .  I n  a l l  l ike l ihood ,  
' r l e~ te rn  banks w i l l   rant Poland f u r t h e r  c r e d i t  f a c i l i t i e s  t o  
r e f m a c e  pa r t  of i ts  debts ,  f i r s t l y  because they r e t a i n  confidence 
i n  the country 's  long-term economic soundness and a l s o  t o  avoid 
driving Poland t o  a f i nanc i a l  c r i s i s  which would only increase  
the  count ry ' s  d i f f i c u l t i e s  with debt  repayments. 
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K A T O  S E C R Z T  

28. The Soviet  Unlon has not so  f a r  d i r e c t l y  contracted 
hard currency loans on behal? of any East European countrg and 
does not seem l i k e l y  a t  present t o  depart  from t h i s  a t t i t u d e  
f o r  the sake of Poland if only i n  order not  t o  e s t a b l i s h  a 
3recedent which m i a t  lead o the r  East  European count r ies  t o  
ask f o r  s imi l a r  assistance. I n  aq7 event ,  althou* t h e  
p o s s i b i l i t y  of Soviet  in te rven t ion  on p r i v a t e  money markets 
on behalf  of a COPiECOIi pa r tne r  has been discussed in Western 
f i n a n c i a l  c i r c l e s ,  i t  may well be t h a t  t h e r e  is  no c l e a r l y  
deflned Soviet  pol icy i n  t h i s  respect  and t h a t  t h e  approach 
w i l l  be empirical.  

111. L I E L I  FUTURE TRENDS 

29. The Soviet  Union w i l l  l i k e l y  s u f f e r  a substantial 
Increase i n  i t s  hard currency t r ade  d e f i c i t  in 1979, perhaps 
t o  E5 b l l l i o n  o r  more. Ijeclining domestic economic performance 
1s l a rge ly  responsible f o r  t h e  growing d e f i c i t .  

30. The d o l l a r  value of Soviet  hard currency imports 
could r i s e  by 15% o r  more over l a s t  y e a r ' s  l e v e l  of $17 b i l l i o n .  
aecause of an an t i c ipa t ed  poor harvest  t h i s  yea r ,  hard currency 
out lays  f o r  g ra in  and soya beans w i l l  probably r i s e  t o  
E3.8 b i l l i o n  from l a s t  y e a r ' s  $2.6 bil lLon.  Mounting problems 
iz n e t a l s  production could push imports of s t e e l  products from 
$ 2 . 5  b i l l i o n  in 1978 t o  over 53.5 b i l l i o n  t h i s  year .  The drop 
i n  orders of machinery and equipsent in 1977-78(1) presages a 
sharp decl ine  i n  de l ive r i e s  f r o s  l a s t  y e a r ' s  E6 b i l l i o n ;  
however, a ~ l l a b l e  1979 Western pa r tne r  country data  i nd i ca t e  
t h a t  d e l i v e r i e s  could run t o  S4.5 b i l l i o n  o r  more. 

31. Trends i n  exports  dur inz  t he  f i r s t  months of 1979 
s u r r e s t  t h a t  Moscow w l l l  not Improve i t s  export performance 
sufficiently t o  o f f se t  i ts  incressed inpor t  b i l l .  However, 
the  value of Soviet o i l  exports  f o r  hard currency is l i k e l y  t o  
increase  from l a s t  y e a r ' s  l e v e l ,  even i f  the re  is a drop in the  
volume of s a l e s  because of h i she r  pr ices .  Earnings from exports  
of na tu ra l  gas ,  chemical products, and manufactured goods should 
x s e ,  but t he  s a in s  a r e  l i k e l y  t o  be l e s s  than i n  1979. 

1 )  The value of Sovlet capital eouipnent orders  f e l l  from 
55.3 -1 l l i a -d  i n  1476 t 3  2 5 . 3  mi l l i a rd  in 1977 and t o  
E2.3 5 l l l a r d  in 1979. B e  fa l l -o f f  m orders  r e f l e c t s  
Sovie'. de t e r s ina t ion  and a b i l i c y  t o  redress  t h e  payments 
s i t u a t i o n  and a l s o  the  d i f f i c u l t i e s  encountered i n  making 
use of equipnent a l ready purchased 
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- >?. Xoscow should be ab le  t o  cover a t r a c e  d e f i c i t  of 
:5 b l l l l o n  o r  more wlthout d i f f i c u l t y .  Secause of a drop in 
new a i l i t a r g  s a l e s ,  net  earninus from a m s  s h i p e n t s  and 
l n v i s i b l e s  may dec l lne  somewhat; never theless ,  income from 
these  i t e n s  w i l l  remain s u b s t a n t i a l ,  coverinq rouqhly 
$1.5 b i l l i o n  of t h i s  yea r ' s  d e f i c i t .  If the  p r i ce  of  old 
remains r e l a t i v e l y  high and market demand s t r o n r ,  t h e  Soviets  
could earn up t o  0 3  b i l l i o n  from gold sa les .  Soviet  s a l e s  
throuah - July 1979 t o t a l l e d  an estimated f1.5 b i l l i o n .  

33. The Sovlet  Union en,ioys a number of options t o  cover 
the  balance of i ts  funding needs. Moscow could wrobably t a p  
up t o  E2 b i l l i o n  of i t s  E 6  b i l l i o n  in Eurocurrency h o l d i n ~ s  
without endangerinz i t s  a b i l i t y  t o  meet t r ade  r e l a t e d  f i n k c i s 1  
requirements. Much of t h e  equipment ordered bu t  not  y e t  
del ivered is  covered by official ly-backed e-xports c r e d i t s  
a l resdy  .-ranted by Western coun t r i e s ( l ) .  Although the  USSR 
apparent1:r has not been very a c t i v e  m in t e rna t iona l  c a p i t a l  
markets thus  f a r  in 1979, it could e a s i l y  borrow severa l  
hundred n i l l i o n  from Western commercial banks a t  favourable 
r a t e s .  If i t  wishes t o  use bank c r e d i t ,  t he  Soviet  Unlon w i l l  
b ene f i t  from the  presen t  very favourable borrowing condit ions 
on t h e  Euromarket and from the  confidence of Western bankers 
(who r ecen t ly  eranted it- conditions comparable t o  those resemed 
f o r  prime r a t e  borrowers). 

34. To the  extent  Aoscow draws down i ts  a s s e t s  andfor 
increases  borrowings from Western banks, i t  w i l l  s u s t a i n  t he  
f l r r t  s l p l f i c a n t  increase  i n  its ne t  hard currency debt s ince  
1C76. Assumins t h e  USSR na in t a in s  a heavy volume of cold  s a l e s  
f o r  the  balance of 1979, t h e  growth of Soviet  &ebt should f a l l  
f a r  shor t  of  t he  increases  in 1975-76. 

( i i )  Eas te rn  Euroue 

35. I n  1979 the  East  European count r ies  in tend t o  s t e p  up 
t h e i r  e f f o r t s  t o  r e s t r i c t  imports f ro=  the  i ndus t r i a l i zed  market 
economy countr ies .  In nos t  cases however, t h e  success of these  
e f f o r t s  i s  by no means c e r t a i n  because of t h e  r e l a t i onsh ip  
between imports of Western coods and t h e  f u l f i l n e n t  of 5 0 w t h  
t g r s e t s ;  only F o l a d  and Hungan have reduced t h e i r  powth  
t a x e t s  t r ,  any extent .  Any zrowth of exports  from the  East Xurooean 
com:rlen beyond the  volume reached i n  1973 would appezr ?r&len- 
S l c a l  because of t h e  slow firowth in Western demand, t he  Increase Tn 
these count r ies '  domestic reauirements and d i f f i c u l t i e s  in ce r t a in  
eve-rt- sec tors .  

( 1 )  A t  end-1973 o f f i c i a l l y  backed c r e d i t s  committed b~ Western 
c u m t r i e s  t o  t h e  Soviet  Union and not  y e t  drawn upon etood a t  some 
47 a l l l i a r d  ( c a p i t a l  only) 
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36. 30, i: is arobnbla chat  t h e  crade d e f i c t c  of 'hese 
cnrntr=Ps t z e n  ns 3 whole ~ris-&is t h e  !iestera r n d u s t r i a l i r e d  
countries w i l l  remarn hzeh rn 197a (although i t  could be sonewna? 
s n a l l e r  than l a s t  j e a r )  &d t h a t  fundin3 requirsments w i l l  
neces s i t a t e  conttnued and extensive  recourse t o  Yestern c a o i t a l .  
In 1979. they should have no b f f i c u l t y  in a g a m  secur ing export  
c r e d i t s  b a c h d  by o f f i c i a l  Wes te ,~  a ~ e n c i e s ( 1 ) .  And because of 
con tbu=d  l i a u i b t y  - a t  l e a s t  in 1979 - in the  private c a p i t a l  
markets, the  banks w i l l  probably remin recep t ive  t o  a s t rong  
East  2u-ope= demand f o r  medium-tern Euro-creb ts (2) .  On t he  
o the r  hand, l ea s inq ,  whlch has  sometimes been mentioned a s  
another poss ible  funding source f o r  East-West crade,  and in 
which some count r ies  (Poland and H w q a , - g  notably)  h a m  shown 
I n t e r e s t ,  i s  un l ike ly  t o  be of s ign i f icance  now o r  in the  near  
fu ture .  

( i i i )  East-West i n d u s t r i a l  co-oneration and t r i c a r t i t e  
East-West-South co-ooerstion 

j?. I n d u s t r i a l  co-operat~on(3j  a t  ? resen t  p lays  a very 
s s a l l  p a r t  XL East-blest t rade  and the  s i t u a t i o n  i s  unl ike ly  t o  
charge m t h e  a e s r  future .  !dzs t e ,~  5,- h e s i t a t e  t o  take 21 
such ventures Secause they conslder t h a t  s o r e  o f t en  than no t  in 
t e r n s  of p r o f i t a b i l i t y  they have no advantaqe over d i r e c t  
comnerclal dealings.  Despite the  lack of success ,  however, a t  
l e a s t  same of t he  East  European count r ies  w i l l  continue t o  
encaun.;e such ag5ements  i n  order  t o  lmprove nanacer ia l  and 
sa--!tsthg e f f i c i ency  within t h e i r  i n d u s t r i a l  sec tors .  

58. -4 p o s s i b i l i t y  f o r  r n d u s t r i a l  co-operation could be ir? 
the  develo,ment af t z i p x r t i t e  Zast-West-South c o - o ~ e r a t i v e  Z I ? P ? ~ ~ C ~ S .  

k t  i n  t h i s  re-ect ~t 1s n e c e s s a n  t o  d i s t m g u r s h  between genu:3e 
ag=t=enents cn industrial co-oceration, which a r e  fzv, and the  31121 

a 
l o r e  cornon s p e c l f l c  agreements on marketing in the  developmg 
countr ies  concluded between e n t e r p r i s e s  m the  West and East .  In  
thes* cases ,  the  Third World plays a pass lve  consumer ri3le. 

1 )  Poland in part icular  seems t o  have l e f t  a l a rpe  f n c t i o n  01' 
the  c o m i t t e d  c r e d i t s  undrzwn 
Durinn the  perxod Januarg t o  Zuly I979 these  count r ies  
zpparently negot ia tsd  ?2.35 m i l l i a r d  worth of medium-ren 
u b l i c i s e d  syndicated Zuro-credits (Saurce: iZC3). A 13rr~ 
2rocox:cx :f r h i s  a n c u t  was t o  f inance ispa-rts. A s i s i f -  
i c a t  = o u t  however was , s a d  zo r e f inu lce  pa-* of t he  existing 
debt in mi5r t o  take  advaotazp of t ha  favourable t e x s  - m e n t l r  ava i l ab l e  in t h e  m r o - c u r r ~ n c y  narke t  
This pa,?lsraph does not  take accoun: of t he  comnensation 
agreements which, although :he Eas t  Europe3n count r ies  t r y  70 
por t rag  then a s  such, cannot r e a l l y  be considered a s  ddus:r iz l  
co -o~e ra t ion  xreements  
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i?. Sovlet  t rade  t d t h  t he  i ndus t r i a l i zed  t a r k e t  e c 2 ~ 3 ~  
coun;rl?s apl;ears t o  be a o ~ i v a t e d  by p u r ~ l y  economic cons id~rac ions ,  
wi th ia ,  hxuever, t he  cons t r a i a t s  of t he  ?enern1 a r h a c y  of ~ o l i t i c a l  
arms m the  Soviet  Union. Trade is seen above a l l  in t e rns  of 
-ports ,  which a r e  meant t o  reaedy inadequacies o r  s h o r t f a l l s  in 
Soviet  domestic groduction. And exports  are seen nainl.v a s  a 
ceans of pa- f o r  b ' po r t s .  In order t o  uav f o r  v i t a l  imports, exports 

of ce r ta in  products may be promoted even a t  the  expense of 
domesLic requirements. It i s  probable t ha t  S o n e t  t rade with 
the Third World, part icrl larly when it  takes the  form of 
c l e a n n g  arrangements, i s  more p o l i t i c a l l y  motivated and reveals  
n des i re  to  asser t  some presence i n  t he  areas concerned. 
However, even i n  i t s  b i l a t e r a l  t rade with the developing 
countries,  Moscow obtalns economically important commodities 
( b a w l t e  from Guinea, f o r  instance) and ra re ly  grants  its 
t r a d ~ n g  par tners  specia l ly  favourable terms, even when they 
a re  underdeveloped. 

4. k h i l e  z c t  ques t ionhr :  the  >z inc ic le  ?f i t s  t rade  b-ith 
xhe industr ia l ized.  West, t he  Soviet  U d o c  now has a so re  r e a l i s t i c  
n s i o n  of the  scoce i t  o f f e r s  f o r  d o v e l o ~ h q  tie nat iona l  econow. 
In t k ~  eazl;. Seventies i t  a p p r e n t l y  believe& tha t  zrade with the  
!Jest had great  ? o t e n t i a l  f o r  solving 3any of i:s eco3onic j r o b l e ~ s .  
Thls be l i e f  was bassd on the  a s smot ion  t h a t  z i e  c o u r c r ~  uculd be 
ab le  t o  absorb e a s i l y  the lm>orted t e c h o : o q ,  t h a t  it would l e t  
a:tive c s - a ~ e n t i m  from the  Western So.:ermea=s f o r  the  pronotion 
of t r s d e  and tha t  it c m l d  penecrate the  Veste-rn markets with i t s  
nmuf zctured rcrods. - 

&I. lioscow now r e a l i s e s  chat th ings  bsve do? t u n e d  out 
exac t ly  35 e q e c t e d  f o r  severa l  peasons. 

In the  f i rs t  glace ,  !u'estern ~overnme3ts cannot - or  
-.ill1 cot  - influence the  course of t rade  negctlacions o r  commit 
t h e  r r i v a t e  s ec to r  t o  an increase  in t r a d e  with t he  Soviet U r i o n .  
They have ce r t a in ly  not pushed f o r  t h e  deve lo~xen t  of t r sde  a t  
ary pr ice  m d  have been r e luc t an t  t o  lmport Soviet ~ o o d s  f o r  a 
n~l=ioe= s f  reasons but p r inc ipa l ly  because they do not corzespond 
t s  z3:kot zeoulrements. i k - t h e n o r e ,  so  5 r  a s  t he  :;estern fi--3s 
eze c c n c e ~ e a ,  211 ~ r o s p e c t i v e  ??&dins oTel.at:sns =st have some 
eleoecz 31 > r c r ' i t a b l l i t j .  Xeither has the USSa, c o n t z l n  :o i t s  
hczes. succeeded m developins i t s  e:Torts of nanufactures. .ad  
l x s t l ~  i t  ieens  t h a t  tach no lo^^ t rnns fe r s  have not had the f u l l a s t  
e f f e c t .  3u: !Jestern t e c h n o l o g  has certainly had a pos i t ive  e f f e c t  
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en rhe  LcJvict econmy i f  0nl.v hy a l l o w i n r  c w t a i n  b r m c h e s  t o  be 
dev?lopcd ( f o r  example of f e r t i l i z e r  prodrlction i s  accounted 
:'or t r ~  i n d u s t r i a l  f a c i l i t i e s  imported from t h a  W e ~ t )  o r  by 
s h o r t r n i n p  :he l ead  t ime f o r  c e r t a i n  investments .  A 1 1  i n  a l l .  
th -  r:us?ionr, hevo come t o  r e a l i s e  t h a t  t h e i r  ~ c o n o m i c  system is 
?3;..rble of nchievink- Western s t anda rds  of e f f i c i e n c y  . p r o d u c t i v i t y .  
adnytc+tion and continuous modernization in t h e  i n d u s t r i a l  p l a n t  
~ u ~ ~ h a s e d  on a tirmkey b a s i s .  t h a t  t h e  economy could n o t  uu ick ly  
nbsorb t h e  c a p i t a l  roods imported without  c r e x t i n r  b o t t l e n e c k s  
and t h n t  t e chno lop ica l  p r o c r e s s  was n o t  be inp  d issemina ted  a s  it 
?hriuld . 

4:. Alonpside t h i s  more r e n l i s t i c  approach t o  t h e  scope 
of f? red  by t h e  imported equipment. Moscow has  ~ m d u n l l y  adopted 
;I :.i,:hter and more s e l e c t i v e  f i n a n r i a l  po l i cy .  A f t e r  l a r c e - s c a l e  
nnd p s s s i b l y  badly co-ordinated r ecour se  t o  d i f f e r e n t  forms of 
r r r a i t  - pn l%icu ln r ly  commercial c r e d i t s ( 1 )  - i n  1975, t h e  
i t u ~ s i n n r  adnnted : ~ f t e r  1976 a much more coherent  f i n a n c i a l  
5:l:itery ba r rd  on t h e  followin.: p r i n c i p l e s :  ( i )  s t r i c t e r  
l i m l t o t i o n  of t h e  h-rowth of n e t  indebtedness ,  if neccs sa rg  by 
r e d u r i n r  ( o r  post!wninr u n t i l  a f t e r  I g B O )  i n d u s t r i a l  p r o j e c t s  
tm,rr i r . i n r  hnrd currency fundin,:, ( i i )  l e ~ s  r e l i a n c e  on Euro- 
c r r d i t ~  and,  i n s t r n d ,  T r e a t e r  u se  of n f f ic ia l ly -backed  c r e d i t s ,  
( i i i )  t h e  r o s s i b i l i t y  f o r  t h e  %nk f o r  F o r e i m  Tradc t o  v e t o  any 
commercial t vansnc t ion  with f o r e i r n  c o u n t r i e s  and ( i v )  ~ r e a t e r  
insistence on compensntion ofreements. 

I .  1x1 t h e  short - term,  Moscow can b e  expected t o  adopt a 
; r u d ~ n r  s ~ p r o a c h  t o  t r a d e  with  t h e  i n d u ~ t r i a l i z e d  market economy 
r o u n l r i c s .  There w i l l  probably be n renewal of n rders .  b e a r i n r  
i n  r i n d  t h e  problems faced  by the  o i l  s e c t o r ,  bu t  t h r y  (and 
t h e r ? f 3 r e  t h e  d e l i v e r i e s )  w i l l  c e r t a i n l y  be widely time-phased 
be2::uce of t h e  d i f f i c u l t i e s  of a b s n r b i n ~  imported e r lu ipme~t .  
'l'hcre w i l l  be even C r e a t e r  i n s i s t e n c e  on comrensation aqreements 
aut  perhaps more f l e x i b i l i t y  towards t h e  commercial renditions 
l a i d  dohn by Western f i r m s  a s  a p r i c e  f o r  t h e i r  p a r t i c i p a t i o n .  
The Sov ie t  Union w i l l  .?Is0 apply  a s t r i c t  f i n a n c i a l  p o l i c y  
lntrnded t o  l i m i t  t o  t h e  utmost t h e  r rowth of it? d e b t ,  except i n  
t h e  case of c r e d i t s  t i e d  t o  compensrrtion arreements .  L a s t l y ,  it 
 ill r i v e  p r i o r i t y  t o  promotinp t h e  c l o b z l  eou i l i b r ium of i t 9  

balnnce of payment on c u r r e n t  account  and s o  accept  a c e r t a i n  
t r r d r r  d e f i c i t  provided t h a t  it can be o f f s e t  by arms and  old 
.cal?c and ne r  inv:slble e a r n i n ~ s .  

, !or ~ x n z p l e ,  rvhile cont rnc t in i .  bank-to-hank l o a n s  on t h e  
Euro-m?.ket,  t h e  h s s i a n r  punranteed n I a r r p  volume of 
r r c s i s r o q y  note?  which vere  l a t e r  discolmted on t h e  
s e rmd: . rp  markets. Th i s  l e d  t o  adverce p u b l i c i t y  on t h e  
indebtedness  of tho  Sov ie t  Union and conseouent lg  t o  a 
h e + e r i o w t i o n  i n  t h e  c r e d i t  t e r n s  a v a i l a b l e  t o  it 
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